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Finance ministers and other senior government officials from 26 Latin American and Caribbean
nations convened in Caracas (Venezuela) on June 18-22 to discuss a proposal to reduce the region's
foreign debt service by 75%. The meeting was sponsored by the Latin American Economic System
(SELA). The SELA proposal, prepared in December, has been described as the first regional
initiative to reduce Latin America's $416 billion foreign debt. According to SELA statistics, the
region's foreign debt service in 1989 totaled $40 billion. Debt service is responsible for an annual
resource drain equivalent to 4% of regional GDP. SELA spokespersons say Latin America will need
annual growth rates of 6% or more in order to compensate for the economic decline of the 1980s, the
"lost decade." Average annual GDP growth for the region in the 1980s was 1.5%. Boosting economic
growth in the 1990s, says SELA, cannot be accomplished without a substantial reduction in debt
service. The SELA proposal includes replacing commercial bank debt with long-term (up to 40
years), low-interest bonds carrying fixed interest rates. The nominal value of the bonds would be
based upon the selling price of debt paper in the secondary market. The paper would be backed by
guarantee funds established by the debtor nations at the Inter-American Development Bank. SELA
also proposes changes in creditor nations' banking regulations to make such reductions possible.
In the case of debt to governments members of the Paris Club , SELA suggests a partial write-off
on face value, concessionary interest rates and longer repayment periods. For multilateral financial
institutions, SELA proposes a significant increase in International Monetary Fund quotas, increased
access to the funds, and added flexibility to Fund rules on granting credits. For inter-Latin American
government debt, SELA proposes purchases of discounted paper on secondary markets, debt-equity
swaps and conversion of obligations into local currency. (Basic data from Knight Ridder Financial,
06/18/90)
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